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An Example of the Safe Markets Development >_o_o__.om_o:_

Forecast Prices
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Key Points

_uo__o< m:oc_n_ Q_m::@c_m: between m:o:
run and long run price uncertainty

‘Carbon tax provides the greatest om:m.:? |
over future price path |

Hybrid policies can bridge the difference
between tax and cap-and-trade systems

Cost containment mechanisms in cap-and-
trade may have unintended consequences
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Cost Containment

» Safety valve approach is transparent
— Potential arbitrage opportunity in anticipation
of future tightening of policy
» Allowance reserve is a ﬁom:_oﬁma safety
<m_<m
— Less transparent

— Effectiveness may be c:am::_:ma by strong
demand for banking |
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Sample Price Path
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mc33m_.<

. _uo__o< should focus on eliminating m:on
run price volatility |

* A carbon tax provides the @_,mmﬁmmﬁ
_ omzm_:a\ over future carbon prices

» REACT: a tax based approach that .
~ensures long run emission targets are met






